ABSTRACT The economic recession and rising unemployment-plus changing demographics and baby boomers aging into Medicare-are among the factors expected to influence health spending during 2009-2019. In 2009 the health share of gross domestic product (GDP) is expected to have increased 1.1 percentage points to 17.3 percent-the largest single-year increase since 1960. Average public spending growth rates for hospital, physician and clinical services, and prescription drugs are expected to exceed private spending growth in the first four years of the projections. As a result, public spending is projected to account for more than half of all U.S. health care spending by 2012.
1 This projected rate of escalation would represent the largest one-year increase in the health share of GDP since the National Health Expenditure Accounts (NHEA) began tracking health spending in 1960, and it reflects the severity of the recession that began in 2007. 2 As this paper was published, major health reform legislation that would change the course of these projections was proposed. Should reform come to pass, a second paper presenting projections based on the new law will be forthcoming.
These projections reflect the influence of the recession on underlying payer trends in 2009 (Exhibit 3). Health spending by public payers ($1.2 trillion) is projected to have grown much faster in 2009 (8.7 percent) than that of private payers (3.0 percent, to $1.3 trillion; Exhibits 4 and 5). A leading driver of the acceleration among public payers, up from 6.5 percent in 2008, is the expected growth in Medicaid enrollment (6.5 percent) and spending (9.9 percent) as a result of rising unemployment related to the recession.
The relatively low growth of private-payer spending in 2009 was influenced by private insurance enrollment that is expected to have declined 1.2 percent. The decline occurred despite a substantial boost from federal subsidies provided by the American Reinvestment and Recovery Act (ARRA) of 2009. These were intended to increase the take-up rate of coverage made available by the Consolidated Omnibus Budget Reconciliation Act (COBRA). 3, 4 Although the economy is expected to grow in 2010, private health spending growth is projected to slow further, to 2.8 percent. The slowdown in the rate of spending growth is due to reduced private health insurance enrollment, which in turn is a result of a continuing high rate of unemployment and the expiration of subsidies for coverage provided through COBRA. 3 Public spending is also projected to grow more slowly, at 5.2 percent. Much of this projected slowdown in 2010 is attributable to a deceleration in Medicare spending growth to 1.5 percent, from 8.1 percent in 2009. Medicare spending is affected by a 21.3 percent reduction in Medicare payment rates to physicians, as called for in cur-rent law under the Sustainable Growth Rate (SGR) provisions.
Total projected health spending growth thus would slow from 5.7 percent in 2009 to 3.9 percent in 2010. For illustrative purposes only, we also project health spending based on a scenario in which Medicare physician payment rates are held constant for 2010-2019. Under this scenario, projected growth in overall health spending in 2010 would be 4.7 percent.
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Private health spending growth in a given year has historically been affected by changes in disposable personal income, both in the current year and a few years earlier. 6 The current recession, therefore, is expected to lead to continued low growth among private payers (averaging 3.9 percent) in 2011 and 2012. Public health care spending growth is projected to average 6.8 percent over that time. The net result is an expectation that public payers will pay for slightly over half of the health care purchased in the United States by 2012, compared to 47 percent in 2008.
Total health spending is expected to grow increasingly faster each year after bottoming out in 2010, reaching 7.0 percent by 2016. This acceleration is primarily a result of expected faster growth in disposable personal income associated with the economic recovery. By the final years of the projection period, an increasing number of baby boomers moving from private coverage into Medicare is expected to contribute to slowing private spending growth (from 7.2 percent in 2015 to 5.6 percent in 2019) and accelerating public spending growth (from 6.3 percent in 2015 to 7.6 percent by 2019).
For 2009-2019, health spending is expected to grow at an average annual rate of 6.1 percent (1.7 percentage points faster than GDP) and to climb 19 .3 percent by 2019. Because of continued influence from the recession and demographic changes, private spending is projected to grow at a slower average annual rate over the eleven-year period than public spending. The public share of health spending is projected to increase to 52 percent of all health spending by 2019.
Model And Assumptions
These projections are generated within a "current-law" framework that incorporates actuarial and econometric modeling techniques, as well as judgments about future events and trends that influence health spending. The projections do not include the estimated impacts of any health care reform proposals. They also do not include the impact of the fiscal year 2010 Department of Defense Appropriations Act. This law froze Medicare physician payment rates for the first two months of 2010 and extended the government's subsidization of COBRA coverage available. The projections for private and public spending use the economic and demographic assumptions from the 2009 Medicare Trustees Report, updated to reflect the latest macroeconomic data.
6,7 The Medicare projections are based on the annual trustees report and account for only the direct impacts of cuts to physician payment rates as required under the SGR system. ditional projection year. The volatility of recent macroeconomic conditions and the uncertainty surrounding the timing and magnitude of the economic recovery increase the uncertainty of the projections presented in this paper.
Factors Accounting For Growth
There are two primary drivers of growth in aggregate personal health care spending, which is a subset of national health spending that includes only the purchase of health care goods and services. These drivers are medical prices and utilization, followed by smaller effects from population growth, and the age-sex mix. Medical prices are influenced by economywide factors and "relative medical price inflation," which is the difference between medical and economywide price inflation.
6 Steady growth is projected in medical prices, at 3.2 percent, in 2009. Coupled with low economywide price inflation during the recession, this growth results in a spike in relative medical price inflation in 2009 to 1.9 percent (from 0.9 percent in 2008). For 2010-2019, economywide and relative medical price inflation are projected to average 2.1 percent and 1.2 percent, respectively, as economywide price inflation accelerates with the economic recovery.
Utilization, which includes both the volume and the intensity (or complexity) of services, is projected to have grown 1.5 percent in 2009, compared to 0.3 percent in 2008. Partially influencing the expected increase were the use of services associated with treatments for the H1N1 (swine flu) virus and higher-than-average takeup rates among those eligible for subsidized coverage provided through COBRA. 9, 10 In 2010, utilization growth is projected to slow to 0.2 percent because of a decrease in the number of people with private health insurance coupled with employers passing more coverage cost increases to employees in the form of higher deductibles and copayments. 11 After 2010, growth in the use of health care is projected to accelerate as demand responds to the economic recovery.
The effects of population growth and the changing age-sex mix are expected to be minor, contributing 0.9 percent and 0.4 percent, respectively, to annual growth for 2009-2019.
Payer Outlook
MEDICARE Medicare spending is projected to have increased 8.1 percent in 2009 and to have reached $507.1 billion (Exhibits 4 and 5). This growth is lower than that of 2008 (8.6 percent) and is related to decelerations in growth for prescription drug and hospital spending.
In 2010, Medicare spending growth is projected to slow to 1.5 percent, due principally to the 21.3 percent reduction in physician payment rates driven by the SGR formula and mandated in current law. As Medicare managed care payment rates and spending are affected by changes in fee-for-service payment rates, the decrease in physician payment rates in 2010 would result in slower growth in managed care payments across most services. Holding physician payment rates constant in 2010 would result in 5.1 percent projected growth in Medicare spending. 12 For 2011-2019, Medicare spending growth is expected to average 7.4 percent, partially because of greater enrollment growth as the oldest baby boomers become eligible. Under the illustrative scenario in which physician payment rates are held constant for 2011-2019, annual Medicare spending growth is projected to average 7.7 percent-0.3 percentage point faster than under current law.
MEDICAID Federal and state Medicaid spending combined is projected to have grown 9.9 percent and to have reached $378.3 billion in 2009 (Exhibits 4 and 5). This would constitute the fastest rate of Medicaid growth since 2002, when it was 10.7 percent. Largely a result of rising unemployment, rapidly increasing Medicaid enrollment growth of 6.5 percent is expected to have been the principal driver of the 2009 spending acceleration. Enrollment increases are projected to be most notable among nondisabled children and adults during the recession as working parents become unemployed and lose access to employer coverage. For 2010, the growth rates in enrollment and spending are expected to remain comparatively high (5.6 percent and 8.9 percent, respectively) as a result of expected continued high rates of unemployment.
By 2012, Medicaid spending growth is projected to slow to 7.0 percent, as the economy is expected to improve and enrollment growth decelerates. Medicaid growth is then projected to average 7.5 percent per year for 2013-2019. Contributing to faster Medicaid spending growth is an increasing share of aged beneficiaries in the program, who tend to be more costly than other eligibility groups.
PRIVATE HEALTH INSURANCE Growth in private health insurance premiums reflects the combination of changes in enrollment and premiums per enrollee. It is projected to have increased slightly, from 3.1 percent in 2008 to 3.3 percent in 2009, and to have reached $808.7 billion in 2009 (Exhibits 4 and 5). This steady rate of growth is the net result of a reduction in the number of people with private health insurance coverage due to job losses, somewhat offset by an increase in the takeup rate of COBRA as a result of government subsidization of these premiums. Based on relatively high projected rates of unemployment, expected slower price growth, and the expiration of the COBRA subsidies, a deceleration in private health insurance premium spending is expected in 2010 (2.5 percent).
By 2015, premium growth is projected to reach 7.1 percent. This more rapid rate of growth is expected to reflect an improving economy and increasing private health insurance enrollment beginning in 2012.
Private health insurance premium spending per enrollee is projected to have grown 4.6 percent in 2009, up from 3.6 percent in 2008. This acceleration resulted in part from an increase in the proportion of people with high-cost claimsmany of whom have temporary COBRA coverage -as well as an increase in the number of people with the H1N1 virus. 9, 13 Private health insurance benefit spending trends are influenced by the same factors and thus are expected to experience similar rates of growth.
OUT-OF-POCKET SPENDING Out-of-pocket spending is projected to have grown 2.1 percent in 2009, down from 2.8 percent in 2008, and to have reached $283.5 billion (Exhibits 4 and 5). 14 Recessionary effects contributed to this trend. It is projected that there was a slowdown in growth in the demand for services that involve sizable out-of-pocket costs. At the same time, enrollment growth in Medicaid, with its minimal cost sharing, is projected to have increased.
In 2010, out-of-pocket spending growth is projected to rebound slightly to 3.0 percent. This is partly a result of employers' greater willingness to pass on more of the increases in health costs to employees through higher cost sharing. 15 Although growth in out-of-pocket spending has historically been lower than growth in private health insurance spending, the two are expected to grow at roughly 6.0 percent for the second half of the projection period because of projected continuing increases in cost sharing. For private payers, hospital spending growth is projected to have increased from a twelve-year low of 2.3 percent in 2008 to 3.1 percent in 2009. This is due partially to a rebound in hospital institutional investment returns (a revenue source used to fund patient care) 16 and increased demand for services associated with the H1N1 virus. 17 The impact of these factors on spending growth is anticipated to have more than offset the impact of recession-related reductions in demand for hospital services, particularly for nonemergency procedures. 18 In 2010, hospital spending growth is projected to slow to 3.7 percent. This deceleration is driven primarily by a projected 2.8-percentage-point slowdown in public spending growth. This slowdown, in turn, is associated with projected lower increases in Medicare managed care payment rates and an expected slowing of Medicaid spending. 12 Private spending growth is likewise projected to slow in 2010, somewhat less dramatically, to 1.7 percent in lagged response to slower income growth caused by the recession.
Medical Services Outlook By Sector
Hospital spending growth is projected to accelerate after 2010 and to reach a projectionperiod high of 7.0 percent in 2016. This acceleration is expected to be driven mainly by faster private spending growth as projected incomes rise. After 2016, and related to the shift of the oldest baby boomers into Medicare, public and private hospital spending trends are expected to diverge. By 2019, public spending growth for hospital services is projected to accelerate to 7.3 percent, while private spending growth is projected to slow to 4.8 percent. Under current law, physician and clinical spending growth is expected to decelerate to 1.5 percent in 2010. This deceleration is driven by the projected 6.1 percent decrease in Medicare spending, which results from the 21.3 percent Medicare physician payment rate reduction called for by the SGR provisions. Under the 0 percent SGR illustration, total physician and clinical spending growth is still projected to slow in 2010, but only to 4.1 percent, primarily because of slower Medicare managed care rate increases. Private spending growth in 2010 is projected to slow as well, to 2.4 percent. This is due in part to effects of the recession and to employer plans' higher cost-sharing requirements. Another factor in the expected 2009 acceleration is higher price growth for brand-name drugs, as the Consumer Price Index for prescription drugs has increased from 2.5 percent in 2008 to a projected 3.4 percent rate in 2009. 21 By 2011, drug spending growth is expected to accelerate to 5.6 percent, corresponding to an upward trend in use that is due to projected improving economic conditions.
In 2012 and 2013, accelerating drug spending growth is expected to exhibit a temporary pause as many top-selling brand-name drugs lose patent protection. 22 Because of the expected shift to the less expensive versions of these drugs when their patents expire, prescription drug price growth is expected to decelerate from 3.0 percent in 2011 to 1.9 percent in 2012. 6 Price growth is expected to remain at lower-than-historical levels into 2013, as prices for these blockbuster drugs and their generic versions are anticipated to continue to fall as the number of generic competitors increases. 23 As a result, prescription drug spending growth is projected to be 4.7 percent in 2012 and 5.4 percent in 2013.
Prescription drug spending growth is anticipated to accelerate through 2019, reaching 7.7 percent that year. Increases in drug prices are expected to account for about half of this growth. Also, expected increases in the number of new drug approvals, as well as an increase in the share of expensive specialty drugs, are projected to result in accelerating growth over this time frame. 24 
Conclusion
This paper was written amid two significant events, either or both of which could lead to important changes in U.S. health care.
First, the economic recession is projected to have major effects on the health care system, contributing not only to slower spending growth in the next several years but also to a shift of payment sources, primarily from private health insurance and out-of-pocket spending to Medicaid. How quickly economic growth rebounds, and to what extent, will affect the growth of health care spending over the next decade.
Second, Congress is deliberating health care legislation that could greatly affect the health care system. Should such legislation ultimately be signed into law, there would undoubtedly be many changes in health care delivery and financing. These could include the number of people with insurance, the sources of payment for health care, and the growth rate of national health spending. As a result, many facets of these projections could change dramatically. Should reform come to pass, therefore, a second paper presenting projections based on the new law will be forthcoming. ▪ 
